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Students’ Department
H. P. Baumann, Editor
AMERICAN INSTITUTE EXAMINATIONS
[Note.—The fact that these solutions appear in The Journal of Account­
ancy should not cause the reader to assume that they are the official solutions 
of the board of examiners. They represent merely the opinions of the editor 
of the Students' Department.]
Examination in Accounting Theory and Practice—Part II
November 13, 1931, 1:30 P. M. to 6:30 P. M.
The candidate must answer all of the following questions:
No. 3 (38 points):
Following are the condensed balance-sheets of companies A, B, C 
at the close of business, December 31, 1930:
Cash.......................................... $ 10,000 $ 20,000 $ 4,500
Accounts receivable................ 90,000 180,000 145,000
“ “ from B.. 40,000
“ “ “ C.. 50,000
“ “ “ D.. 75,000
Inventories:
Raw material....................... 75,000 100,000 90,000
Finished goods.................... 60,000 70,000 80,000
Investments:
Capital stock of A..............
...................   B................ 50,000
" “ “ C............. 100,000
“ “ “ D............. 10,000











$1,915,000 $2,490,000 $2,569,500 $3,750,000
Liabilities
Notes payable.........................
Accounts payable to A........























$1,915,000 $2,490,000 $2,569,500 $3,750,000
The capital stock of the several companies owned by the other companies 
was purchased at par and is carried on the books at cost in each instance.
A consolidation is proposed and decided upon, and the N Banking Company 
is engaged to make the necessary arrangements for this purpose. The banking 
company succeeds in securing agreements from the stockholders of the four 
companies, A, B, C and D, all complying with the terms of the proposal whereby 
a new company is to be organized and known as the X Y Company.
During the past five years, dividends have been paid annually as follows:— 
A, 16.55 per cent., B, 17 per cent., C, 15 per cent and D, 12½ per cent. It is 
agreed to pro-rate goodwill among the companies on the ratio of the amount of 
dividends paid by each during the past five years. It is further agreed that
296
Students' Department
the return of all merchandise sold to, and bought by, one or other of the com­
panies, be accepted and that the full price paid therefor be allowed. The aver­
age percentage of net profit on inter-company sales has been A, 20; B, 30; 
C, 25; D, 35.
The raw materials of D were all bought from C, those of C were bought from 
B, and those of B from A. A purchased its raw materials in the open market.
The inventories of all companies have been carried on the books at cost.
The X Y Company’s authorized capital stock is to consist of 2,000,000 shares 
of no par value. The stockholders of A, B, C and D have agreed to accept 
1,500,000 shares, in return for their own stock and holdings of the other com­
panies, which are to be issued at the nominal value of $10 each in payment of 
their individual interests in the respective companies. Five hundred thousand 
shares are to be held for sale by the N Banking Company at not less than $10 a 
share.
The estimated amount of reorganization and financing expenses is $2,000,000 
and is to be paid from the proceeds of the sale of the stock held by the banking 
company. The balance of the proceeds of the sale of the stock is to be turned 
over to the X Y Company as additional working capital.
From the foregoing, after giving effect to the transactions enumerated, pre­
pare
(1) Balance-sheet of the X Y Company, to submit to the clientele of the N 
Banking Company for investment purposes.
(2) Statement of the amount of shares of capital stock that will be received 
by the holders of stock of A, B, C and D respectively.
Solution:




Annual dividends paid paid during
Name of Capital past five
company stock Rate Amount years)
A.......................... $1,000,000 16.55% $ 165,500 $ 827,500
B.......................... 1,400,000 17.00% 238,000 1,190,000
C.......................... 2,000,000 15.00% 300,000 1,500,000
D......................... 3,000,000 12.50% 375,000 1,875,000
Totals.............. $1,078,500 $5,392,500
It will be noted later that the excess of the nominal value of $15,000,000 of 
stock of X Y Company given to the stockholders of A, B, C, and D Companies 
over the book value of those companies agrees with the above determination 
of the goodwill of $5,392,500, and, further, the pro-rata distribution based upon 
the annual dividends paid by the several companies to the total dividends paid 
by all the companies results in the same amount of goodwill as shown assigned 
to the several companies in the above computation.
To ascertain the amount of stock of the new X Y Company to be distributed 
to the stockholders of the A, B, C, and D, Companies, it will be necessary to 
determine the net worth of the respective companies. The net worth as shown 
in the balance-sheets must be reduced, (1) by the amount of the inter-company 
profit on the raw material inventories as agreed, and (2) by the amount of the 
inter-company stockholdings, and increased (3) by the amount of goodwill 
pro-rated to the companies.
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Inter-company profit in in­
ventories..........................





Book value of net worth, as 
adjusted...............................

















$1,652,500 $2,140,000 $1,859,500 $2,330,000 $7,982,000
$ 20,000 $ 27,000 $ 25,000 $ $ 72,000
60,000 100,000 150,000 310,000











$2,572,500 $3,413,000 $3,834,500 $5,180,000 $15,000,000
257,250 341,300 383,450 518,000 1,500,000
The number of shares of stock in the new X Y Company to be distributed to 
the stockholders of A, B, C, and D Companies is shown in the following sched­
ule which gives effect to the inter-company stock-holdings.
Companies
Particulars A B C D
Net worth as adjusted per above... $2,572,500.00 $3,413,000.00 $3,834,500.00 $5,180,000.00 
Adjustments for:
The 100,000 shares of stock of C




Net worth of B Company. ... $3,604,725.00
The 50,000 shares of stock of B 
Company held by A Com­
pany:
50,000/1,400,000 of $3,604,725 
or.,....................................... 128,740.18
The 50,000 shares of stock of B 
Company held by D Com­
pany:
50,000/1,400,000 of $3,604,725 
or............................................ 128,740.18
The 50,000 shares of stock of C
Company held by D Com­
pany:
50,000/2,000,000 of $3,834,500 95,862.50
Sub-totals................................. $2,701,240.18 $3,604,725.00 $3,834,500.00 $5,404,602.68
The 10,000 shares of stock of D
Company held by A Com­
pany (See note on page 299) 18,468.63
The 50,000 shares of stock of A 
Company held by D Com­
pany (See note on page 299) 135,985.44




Proportionate interest in A Com­
pany held by D Company:
50,000/100,000 of $2,719,-
708.81 or.................................... $ 135,985.44
Proportionate interest in B Com­
pany:
Held by A Company:
50,000/1,400,000 of
$3,604,725 or...................... $ 128,740.18
Held by D Company:
50,000/1,400,000 of 
$3,604,725 or.................. 128,740.18
Proportionate interest in C Com­
pany:
Held by B Company:
100,000/2,000,000 of
$3,834,500 or...................... $ 191,725.00
Held by D Company:
50,000/2,000,000 of 
$3,834,500 or.................. 95,862.50
Proportionate interest in D Com­
pany:
Held by A Company:
10,000/3,000,000 of
$5,540,588.12 or.................. $ 18,468.63
Net worth apportioned to stock­
holders ........................................... $2,583,723,37 $3,347,244.64 $3,546,912,50 $5,522,119.49
Number of shares of new X Y Com­
pany stock................................. 258,372,34 334,724.46 354,691,25 552,211,95
Note.—As the value of the stock of A Company is affected by the value of 
the stock of D Company, and vice versa, and further, as both these companies 
hold stock in each other, the “ unknown ” values may be determined as follows:
Let A =the net worth of A Company, and
D =the net worth of D Company
10,000
















= $5,404,602.68 +.05 ($2,719,708.81)
= $5,404,602.68 +$135,985.44
=$5,540,588.12
The value of the 10,000 shares of stock of D Company held by A Company is 
therefore: $2,719,708.81 less $2,701,240.18 or $18,468.63.
The value of the 50,000 shares of stock of A Company held by D Company 
is: $5,540,588.12 less $5,404,602.68 or $135,985.44.
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The following is an alternative computation of the number of shares or stock 
of X Y Company to be distributed to the stockholders of A, B, C, and D Com­
panies, based upon approximations which ignore the computation of the values 
of the inter-company stockholdings necessary for an accurate solution.
Stockholders of
Particulars A B C D
Shares of stock of the new
X Y Company to be
issued on the basis of
book value, see above.. $257,250.00 $341,300.00 $383,450.00 $518,000.00 
Adjustments for inter-com­
pany stockholdings:
Held by A Company:
50,000 shares of par




10,000 shares of par




Held by B Company:
100,000 shares of par




Held by D Company:
50,000 shares of par 




50,000 shares of par 




50,000 shares of par 




Total.................$258,303.46 $336,093.92 $354,691.25 $550,911.37
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A comparison of the results of both computations shows:
Number of shares
Company First method Second method Difference
A........................................ $ 258,372.34 $ 258,303.46 $ 68.88
B........................................ 334,724.46 336,093.92 1,369.46
C........................................ 354,691.25 354,691.25
D....................................... 552,211.95 550,911.37 1,300.58
Totals........................... $1,500,000.00 $1,500,000.00 $
Explanatory Adjusting Entries
On books of A Company:
(1)
Goodwill.................................................................................  $ 827,500
Surplus................................................................................ $827,500




Capital stock of B......................................................... 50,000
Capital stock of D........................................................ 10,000
To eliminate the par value of inter-company stock­
holdings turned over to the N Banking Company in 




Accounts receivable from B.............................................. 40,000
Accounts payable to B..................................................... 60,000
To record the receipt of merchandise shipped to B
Company at $100,000—cost $80,000, and to charge 
surplus account with profit thereon.




To record the goodwill, per schedule.
(2)
Surplus.................................................................................... 100,000
Investment—capital stock of C...................................... 100,000
To eliminate the par value of intercompany stock­
holding turned over to the N Banking Company in 
exchange for stock of X Y Company.
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(3) 
Inventory—finished goods................................................... $ 63,000
Surplus.................................................................................... 27,000
Accounts receivable from C............................................. $50,000
Accounts payable to C..................................................... 40,000
To record the receipt of merchandise from C Com­
pany—shipped at $90,000—cost $63,000, and to 
charge surplus with the profit thereon.
(4)
Accounts payable to A......................................................... 40,000
Accounts receivable from A................................................ 60,000
Inventory—raw material................................................. 100,000
To record the return of the raw material inventory 
to A Company.








Accounts receivable from D............................................ 75,000
Accounts payable to D.................................................... 25,000
To record the receipt of merchandise shipped to D 
Company at $100,000—cost $75,000, and to charge 
surplus account with the profit thereon.
(3)
Accounts payable to B........ ................................................ 50,000
Accounts receivable from B................................................. 40,000
Inventory-—raw material................................................. 90,000
To record the return of raw material inventory to B 
Company.












To eliminate the inter-company stockholdings 
turned over to the N Banking Company in exchange 




Accounts payable to C......................................................... $ 75,000
Accounts receivable from C................................................ 25,000
Inventory—raw material................................................. $ 100,000
To record the return of raw material inventory to 
C Company.




To record the issuance of 500,000 additional shares 
of stock of a nominal value of $10 each, to be sold by 












Raw materials......................................... $ 75,000
Finished goods............................................. 518,000 593,000 $ 1,342,500
N Banking Company......................................................................... 3,000,000
Plant and property.............................................................................. 8,835,000
Goodwill................................................................................................ 5,392,500
Organization expense.......................................................................... 2,000,000
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X Y Company and Consolidated 
Balance-sheet working papers




Accounts receivable from A.......................
Accounts receivable from B.......................
Accounts receivable from C.......................





Capital stock of A..................................
Capital stock of B..................................
Capital stock of C...................................































After adjustments.......................... $2,722,500 $3,553,000
Liabilities
Notes payable............................................. 90,000 90,000 100,000 100,000
Accounts payable to A............................... 40,000 (4) 40,000
Accounts payable to B............................... (3) 60,000 60,000
Accounts payable to C............................... (3) 40,000 40,000
Accounts payable to D..............................
Capital stock..............................................  1,000,000 1,000,000 1,400,000 1,400,000
.................................................... 825,000 (1) 827,500 950,000 (1) 1,190,000
Surplus ....................................................... (2) 60,000 (2) 100,000
....................................................... (3) 30,000 1,572,500 (8) 27,000 2,013,000
Before adjustments................................. $1,915,000 $2,490,000
Adjustments........................................ $807,500 $1,063,000
After adjustments........................... $2,722,500 $3,553,000
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Companies, A, B, C, and D
—December 31,1930
C Company D Company Inter-Company
X Y 
Company
Before After Before After Consoli-
adjust- Adjust- adjust- adjust- Adjust- adjust- Eliminations Adjustments , , balance-
ments ments ments ments ments ments Debit Credit sheet
$4,500 $4,500 $20,000 $20,000 $54,500
145,000 145,000 280,000 280,000 695,000
(3) $40,000 40,000 (A) $60,000
(3) $25,000 25,000 (B) 40,000
75,000 (2) 75,000 (C) 25,000
90,000 (3) 90,000 100,000 (3) 100,000 75,000




2,175,000 2,175,000 3,110,000 3,110,000 8,835,000

































4,019,500 5,400,000 125,000 5,000,000 20,570,000
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No. 4 (10 points):
A fire partly destroyed the building of Company N, resulting in a loss of 
$20,000. The sound value of the building was determined to be $50,000.
Because of a misunderstanding between the insurance companies and the 
broker, or negligence on the part of the broker, insurance was carried as follows:







The above policies carry a clause to the effect that the insurance company 
will not be liable for any more of the loss than the ratio which the amount of 
the policy bears to the insurance, collectible or not.
Compute the amount the assured will receive on each policy.
Solution:
The amount which the assured should receive under a policy with a co­
insurance clause may be stated:
Amount of the policy times amount of loss—
Per cent of co-insurance times sound value of property
In the cases of companies X, Y and Z, the amounts which those companies 
should pay the assured may be determined as follows:
Company X:






$7,500 X $20,000 
80% (450,000) equals.............................................. ...............
As the policy with the W insurance company contains no co­
insurance clause, that company should pay the assured its 
proportion of the loss based upon the “ratio which the amount of 
,   .  „ $10,000the policy bears to the insurance, collectible or not, or
times $20,000, or.................................................................................
The total amount collectible by the assured from the four com­
panies should be, therefore................................................................
$ 4,000.00
3,333.33
3,750.00
5,714.28
$16,797.61
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